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PHILIPPINES: KEY ECONOMIC INDICATORS 
In millions of U.S. dollars unless noted 
Pp a 
1985 1986 Sem I . Projections 


Domestic Econom 
Population (millions) (est.) 54.7 56.2 57.0 57.8 


Population growth (% est.) 2.8 8 2.8 2.8 
GDP in current dollars b/ 32,754 30,554 16,619 33,509 
GNP in current dollars b/ 31,951 29,944 16,362 32,782 
Per capita GDP, current dollars b/ 599 $544 $292 
GDP in pesos (1972=100) % change (4.39) -08 -58 
GNP in pesos (1972=100) % change (4.23) 1.51 5.13 
Consumer price index, average % change Zook 8 


Production and Employment 
SS Se sa) 21,239 22,889 


Unemployment (avg. % for period) Lic rEsZ 
Industrial production (gross value 

added 1972=100) % change (10.2) 8.3 
Gov't budget deficit as % of GNP (1.9) (3.4) 


Balance of Payments 
SEYesres FE 4,629 2,310 


Imports (F.0O.B.) 5,111 
Trade balance (482) 
Current-account balance (103) 
Foreign direct investment (new) c/ 247 
Foreign debt, total forex liab yr-end 26,252 
Debt-service paid (princ & int) 2,921 
Debt-service owed (maturing oblig) 4,209 
Debt-service ratio as % of export d/ 34.6 
Foreign exchange reserves e/ 1,061 
Average exchange rate (in Pesos/US$) 18.607 20.386 20.497 


Foreign Investment f/ 

SOnee Se HST Ye | 2,601 25132 NA 
U.S. (cumulative) 1,461 1,552 NA 
U.S. share (%) 56.2 56.8 NA 


“U.S. exports to Phil. (F.0O.B.) 1,283 678 
U.S. imports from Phil. (F.0O.B.) 1,652 1 900 
U.S. trade balance with Philippines (369) (222) 
U.S. share of Phil. exports (a) 356! 34.9 
U.S. share of Phil. imports (%) 25.1 23.1 
U.S. bilateral aid (fiscal year) 

Economic (includes food aid) 182.3 NA 
Military (includes training) 42.2 105.1 NA 


1 M; organic chemicals, $22M; paper & paper boar 


rincipal U.S. exports (Jan-June ed Electric machinery, $86 M; non-electric wee 
’ 


; cerea Céreal prep t ’ 
21 M; consignment exports, $267 M. g/ 


Principal U.S. imports (Jan-June 1987): Wearing apparel & accessories, $66 M; fruits & 
vegetables, ; coconut oil, 3; electrical apparatus, $43 M; furniture, $34 M; 
consignment imports, $374 M. h/ 


a/Generally revised government targets as of September, 1987. 

‘b/Reflects a in exchange rate. 

c/CB-approved foreign equity investment. 

d/Debt service paid as % of export of goods and services, after rescheduling. 
e/Official international reserves as of end of period. 

£/CB-approved direct foreign equity investments from February 1970. ; 

egeee materials for manufacture of semiconductor devices and textiles for garment © 
manufacture. : 


h/Mostly semiconductor devices and garments made from materials imported on consignment. 
p/Preliminary. NA/Not Available. : 


Sources: Central Bank, National Economic & Development Authority, National Census and 
Statistics Office, Department of Labor, Department of Finance, USAID 





SUMMARY * 


During the first half of 1987, the Philippine economy logged its 
second solid semester of growth after several years of decline. 
From January to June GNP grew 5.1 percent on an annual basis. 
The agricultural sector suffered low growth because of prolonged 
drought. A reorganized marketing system allowed farmers to take 
advantage of rising commodity prices, which substantially 
increased rural incomes. Driven, in part, by the resulting 
increase in consumer demand, manufacturing, mining and 
construction subsector growth led a previously stagnant 
industrial sector. 


Prices began to rise moderately in the second quarter of 1987 and 
inflation should average 4.5 percent for the year. Interest 
rates, which were still below levels of 12 months before, were 
rising slowly. The exchange rate declined slightly in September 
as a result of speculation and uncertainty after the August coup 
attempt. 


Foreign reserves stood at $2.1 billion in September 1987, 70 
percent more than at the close of 1986. The current account 
shifted from a $514 million surplus in mid-1986 to a $124 million 
deficit in June 1987 as imports increased faster than exports and 
non-merchandise flows returned to normal. The United States 
remained the Philippines’ largest trading partner, with 29 


percent of total trade. Japan and the European Community came in 
second and third. 


By the third quarter of 1987, the volatile labor situation had 
been brought somewhat under control. Strike activity and 
man-days lost declined. The Philippine Congress appeared ready 
to grant a minimum wage increase equivalent to 50 U.S. cents per 
day. 


New registered investment climbed 53 percent in the first half of 
1987. Domestic investment outpaced foreign investment in most 
months. Data thus far available do not indicate a downturn 
following the August coup attempt. The Omnibus Investments Code 
became law in July, and implementing regulations should be issued 
shortly. The government has stated that the purpose of the 
measures is to attract foreign investors through incentives 
comparable with other ASEAN nations. 


Current trends indicate that the economy should continue to 
expand in the 5 percent range for the balance of 1987. 
Achievement of the 6.5 percent target for 1988 will require 

xpansion of both private and public investment. Modest 
increases in the current account deficit and in inflation 
expected for the coming year should be manageable. 


*This report was prepared in November 1987 





CURRENT ECONOMIC SITUATION AND TRENDS 


ECONOMIC PERFORMANCE: The Philippine economy, measured by Gross 
National Product (GNP), grew 5.1 percent in real terms during the 
first half of 1987. This growth contrasted with the 1986 first 
semester’s 0.8 percent contraction. It also improved on the 3.9 
percent expansion rate in the second semester of 1986, the first 
growth since 1984. The industrial sector led the recovery (up 
8.3 percent), followed by services (4.6 percent), and agriculture 
(0.7 percent). 


GNP BY PRODUCTIVE SECTOR 
FIRST SEMESTER 1986 & 1987 
(At Constant 1972 Prices) 


(Value in Year-to-Year Growth Rate 
Million Pesos) 1985-86 1986-87 


AGRI, FISHERY, FORESTRY 14,073 
INDUSTRY By 2us 
Mining & Quarrying 890 
Manufacturing 11,694 
Construction 2,118 
Basic Utilities 809 
SERVICE SECTOR 18,296 
Transport & Comm. 2,620 
Trade 1, 330 
Finance & Housing 2,185 
Private Services 3,009 
Government Services 3, 147 
GROSS DOMESTIC PRODUCT 47,880 
Net Factor Income (705) 
GROSS NAT’L PRODUCT 


Source: Philippine National Income Accounts 


The previously moribund industrial sector, spurred by rising 
consumer spending and capital formation (specifically in 
construction and durable equipment), emerged as the lead growth 
area. The manufacturing, construction, and mining and quarrying 
subsectors ali grew. Mining and quarrying benefited from more 
favorable international prices for copper and gold, and from an 
improved demand for construction-related nonmetallic minerals. 
The increase in construction output reflected government pump 
priming efforts pursued since the second half of 1986, as well as 
a sharp rebound in private sector demand. Lower interest rates, 
a growth-oriented monetary policy, as well as government efforts 
to commit more funds to housing contributed to the turnaround in 
construction investment. 





The service sector benefited from the brisker pace of economic 
activity and grew at almost twice the rate posted during the 
first half of 1986. Trade emerged as the biggest contributor to 
service growth, followed by government. Private services, which 
were down in 1986, grew largely because of tourist-related 
operations. 


The agricultural sector, which had led the economy in recent 
years of sluggish economic performance, this time lagged 
disappointingly with a mere 0.7 percent real growth rate. A 
prolonged drought lowered harvests, particularly in rice, which 
rising coconut prices (specifically copra) failed to offset. 
Government conservation efforts in forestry also contributed to 
the sector’s weak performance, despite gains posted in livestock, 
poultry and fishery. 


On the demand side, the government continued pump priming 
efforts. Private sector demand, however, emerged as a more 
important stimulus to production during the period. Personal 
consumption expenditures, which accounted for 48 percent of GNP 
growth, expanded by 3.5 percent, about four times the 1986 first 
semester rate. Consumer spending was boosted by the impact of 
higher copra prices and wage settlements on personal incomes, as 
well as by the government’s pursuit of rural-based, 
employment-generating infrastructure projects. Private 


construction expenditures, down 44 percent during the first half 
of 1986, expanded by close to 10 percent in 1987. Investment in 
durable equipment grew 13.3 percent in contrast to a 6.4 percent 
decline during 1986. 


While improving, economic performance fell short of the 
Philippine Government’s 6.5 percent growth target. Based on 
first semester results, after lower than expected performances in 
agriculture, exports, and capital investments, the target for 
1987 was dropped to a range between 5.2 to 5.7 percent. Capital 
investments, while up, expanded by barely one-third the 34 
percent growth objective and have yet to recover to pre-crisis 
levels following sharp, successive yearly declines. 


The latest data indicate that real growth for 1987 should total 
around 5.0 percent. The performance for 1988 should be similar, 
but will depend on a number of factors. Perhaps the most 
important of these will be the government’s ability to resolve 
policy issues and clear procedural logjams to take full advantage 
of about $2 billion in official assistance funds already 
committed to projects in the Philippines. In early November, the 
government made a very positive step in this direction when the 
President named a special administrator to coordinate the 
implementation of foreign funded development projects and to 
identify new ones. 





Barring a world recession, commodity prices should remain 
fairly firm. Continuing government pump priming efforts are 
being reinforced. Local elections scheduled for January should 
further stimulate consumer demand through significant 
injections of project and campaign funds into rural areas. 
Initial data on private investment are encouraging. If flows 
can increase substantially, the Philippines may be able to 
approach its ambitious 6.5 percent growth target for 1988. 


PRICES: Following deflation during the first quarter, prices 
began to inch upward. From 1.0 percent in April, inflation 
grew to 6.9 percent, for the 12 months prior tc September. 

This was due to an upturn in domestic demand, a more 
expansionary monetary policy and to an August oil price hike. 

A further increase is expected during the fourth quarter due to 
legislated wage hikes. Average inflation for the year should 
be 4.5 percent. Real interest rates, while still positive, had 
fallen to levels significantly lower than in the previous 

year. For 1988, inflation should continue at a modest rate, 
probably under 8 percent, with moderately positive interest 
rates. 


INVESTMENT: The first half of 1987 saw 53 percent more 
registered investment than the same period in 1986. Domestic 
investment was up 72 percent. Discounting a paper dissolution 
early in the year (the company now runs with domestic capital 
instead), new foreign investment was up 112 percent over 1986. 
The August 28 coup attempt is expected to have a dampening 
effect, but September investment data indicate little change in 
registered large investments. 


The Omnibus Investments Code of 1987 became effective in July 
and implementing regulations should be in place by the end of 
the year. The Philippine Government has shaped policies to 
attract foreign investors as it privatizes many government 
businesses. Debt/equity swap rules have been tightened 
somewhat, but there is a substantial backlog of applications. 


FISCAL POLICY: A major element of the Aquino Administration’s 
budget strategy is to stimulate economic recovery by running a 
measured deficit. For 1987, cash expenditures of 120.7 billion 
pesos were planned to Jead to a 20.7 billion peso deficit. As 
of August, the economic impact of the deficit was somewhat 
below expectations due to a shortfall in government maintenance 
and project expenditures. The government is streamlining its 
procedures and hopes for a significant increase in public 
investment through the balance of the year. 





The draft 1988 budget continues the same strategy with projected 
expenditures of 145 billion pesos and a deficit of 27 billion. 
The budget would represent a real increase of 7 percent in 
expenditures while the deficit would increase from 3.1 percent of 
GNP to 3.6 percent. 


A major commitment has been to stimulate the rural economy 
through pump priming. While the vehicle for these expenditures, 
the CEDP, has had an important effect on rural employment, 
streamlined contract procedures are important to continuing the 
pace of rural economic recovery. 


LABOR: The year 1987 was a very fluid one for Philippine labor 
relations. In February there were 58 strikes in progress, the 
largest number since pre-Martial Law days (early 1970s). By 
August, the number was down to 37. During the first 8 months of 
the year, less than half the number of workers were involved in 
strikes than in the same period in 1986. In addition, man days 
lost decreased by 58 percent. 


Despite this improvement in man-days lost, the labor situation 
remains uncertain. Affiliates of the radical May First Movement 
(KMU) continue to engage in illegal strikes, often blockading 
sites and provoking violence. Business complains that this 


unicn’s activity is politically motivated and concentrated in 
certain sectors, such as food processing, in order to damage the 
economy. 


In a stirring "Take Charge" speech on October 20, President 
Aquino vowed to use police and military to remove illegal 
barricades and halt illegal strikes. Immediate response by 
Manila police officials resulted in complaints from the 
Department of Labor and Employment. As it now stands, the police 
and DOLE are attempting to implement "rules of engagement" 
negotiated since the President’s speech. 


On the wage front, both the Philippine House and Senate seem 
poised to implement a 10 peso per day minimum wage increase. 
This would increase the Manila rate from about $2.50 to roughly 
$3.00 per day. Less likely, but still possible, is a proposed 
across the board wage increase in the 8-10 peso range. The 
impact of such a move would be difficult to assess, since many 
employers pay less than the minimum wage in any case. 





EXTERNAL ACCOUNT: The country’s overall balance of payments 

(BOP) for the first semester of 1987, including the positive 
impact of debt rescheduling, stood at a $46 million surplus, 
against a $728 million surplus the previous year. Overall BOP 
performance reflected contractions in both the current and 
capital accounts. Without rescheduling, the BOP would have shown 
a deficit of $680 million. 


The current account shifted from a $514 million surplus to a $124 
million deficit due to declining balances in both goods and 
services. The merchandise trade deficit widened by $163 million 
as increased exports failed to match the increase in imports. 

The services account surplus narrowed by $480 million due mainly 
to declines in travel receipts and foreign government 
expenditures. Over-the-counter conversions of foreign exchange 
by domestic residents, classified as part of travel receipts, 
were exceptionally high in the first half of 1986 following the 
ascension of the Aquino Administration in February of that year. 
This capital repatriation was reflected in the tourist related 
column which dropped $172 million with the return to normal 
activity in 1987. The $159 million decline in foreign government 
expenditures reflected slower disbursals from the U.S. Economic 
Support Fund (ESF). Receipts of the ESF amounted to $75 million, 
down from the 1986 first semester’s $200 million which was 
extraordinary funding to assist the new democratic government. 
This difference alone accounted for over one-third of the decline 
in what the Philippines records as non-merchandise trade receipts. 


The $80 million capital account surplus was $141 million less 
than the first semester 1986 surplus. The short-term capital 
account posted a reversal from a $438 million deficit to a $192 
million surplus. Consistent with the rising imports, this mainly 
reflected the increased utilization of trade credits. This gain, 
however, was dampened by other losses. The medium- and long-term 
(MLT) loan account reversed from a $360 million surplus to a $35 
million deficit. While debt amortization was greater during the 
period, the bulk of the decline came from a $350 million 
contraction in MLT loan inflows. This was due to less relief 
from debt resheduling and to a $161 million decline in new 

money. There was no new money from foreign commercial banks, 
consistent with the government’s stated objective of maximizing 
official development assistance. Uncertainties about the 
political situation prior to the successful May congressional 
elections may have had some impact on the BOP. Direct 
investments fell by $14 million. Capital investments were 
marginal while outflows increased by 56 percent. Errors and 
omissions, a positive $201 million in 1986, was a negative $161 
million in 1987, which could include some flight capital. 





For 1988, the current account should deteriorate slightly to a 
modest deficit as imports continue to out:pace exports. The 
resulting balance of payments deficit of around $1 billion should 
be financed through increases in official foreign assistance -- 
which depend on clearing project logjams -- as well as through 
the recently concluded rescheduling of commercial and official 
debt. 


EXCHANGE RATE: The peso-dollar rate was stable during the first 
8 months, averaging pesos 20.48 to the dollar. This represented 
a slight depreciation of 0.7 percent compared with the first 8 
months of 1986. Some pressure to devalue emerged in September 
and October. This was attributed tu a combination of factors, 
including increased imports and speculative pressures caused by 
the peace and order situation. The peso fell to 20.85 to the 
dollar on October 9, a 15 centavo depreciation in one trading day 
and the lowest level during the Aquino Administration. The 
Central Bank, a buyer in previous months, unloaded foreign 
exchange during both months. The peso settled at 20.73 to the 
dollar by the third week of October. Bankers expect some 
depreciation from this level as the holidays draw near and as 
more imports are liberalized during the last quarter of the 

year. The recent stock market contraction could also divert 
investor interest to foreign exchange. Depending on the strength 
of the dollar on world markets, the peso exchange rate should 


deteriorate by about 5 percent during the coming year. 


Central Bank foreign reserves were estimated at $2.1 billion in 
September, down from the end of June level of $2.36 billion. 
This was attributed to debt servicing and to Central Bank sales 
of foreign exchange. This level is sufficient for about 2.6 
months of imports based on January to July average import levels 
of goods and services. 


FOREIGN TRADE: Imports exceeded exports by $354 million, 
widening by 170 percent the merchandise trade gap during the 
first half of 1987. Imports rose by $414 million or 16.4 percent 
while exports were up by $251 million or 10.8 percent. As 
product quotas were liberalized (1,012 items from March 1986 to 
July 1987) without balancing tariff increases, progress toward 
relatively free trade in these categories was notably faster than 
expected. The continued rise in industrial activity, however, 
was the principal cause of this steady growth. Increased trade 
with imports projected outpacing exports by about 10 percent is 
expected to continue in the near future as more products are 
scheduled for quota liberalization through April of next year. 
Full year 1987 imports are projected to be at least 19 percent 
higher than last year. Exports should log a lesser increase of 
10-12 percent, missing the government’s growth target of 14 
percent for this year. 
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The United States continued to be the country’s largest trading 
partner, accounting for 29 percent of total trade. Japan and EEC 
followed with 17 percent and 15 percent shares respectively, as 
shown in table I. The country enjoyed trade surpluses of $222 
million with the United States and $160 million with the EEC, the 
only trade surplus markets for the Philippines. 


EXPORTS: Nontraditional exports, which grew by 16.5 percent in 
the first half of 1987, accounted for the growth of 10.8 percent 
in total exports after compensating for a 6.7 percent decline in 
traditional exports. Of the total foreign exchange earnings of 
$2,579 million, nontraditionals contributed 74 percent against 
the 23 percent from traditionals (nontraditionals overtook the 
traditionals in 1981 and have gained more ground every year). 
Consignment exports, largely semiconductor devices and garments, 
led the nontraditionals. Renewed world demand for electronic 
devices following the 1986 decline, and substantially increased 
orders for garments were the major sources of export growth. 


PRINCIPAL EXPORTS OF THE PHILIPPINES, FIRST SEMESTER 1987 
(FOB value in million dollars) 


January - June Increase (Decrease) 
1986 (87/86) In Percent 


NONTRADITIONAL EXPORTS 

Of which: 
Elec & Elec Eqpmt a/ 
Garments & Textiles b/ 
Copper/Nickel/Iron Ore 
Fish & Processed Food 


TRADITIONAL EXPORTS 
Of which: 
Coconut Products 
Mineral Ores & Conc 
Sugar & Products 
Forest Products 


OTHER TRANSACTIONS 


TOTAL, ALL EXPORTS 


a/ Mostly electronic goods assembled from consignment imports. 
b/ Mostly garments made from materials imported on consignment. 
Source: Foreign Trade Statistics of the Philippines 
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IMPORTS: Philippine imports posted 16.4 percent growth. The 
rise in consumer spending led to growth in the manufacturing and 
trade sectors. Demand for raw materials and intermediate goods 
went up as production capacity utilization for most industries 
rose. More products (textile fiber, yarn, paper, and paper 
products) are to have quotas expanded by the government by the 
end of 1987. Pending approval of the new tariff increases 
intended to protect local industries from an import surge, 
imports should rise and could exceed 1986 levels by about 19 
percent. Capital investment grew following increased demands for 
better-quality goods and services. In the mediumterm, this will 
lead to imports of capital equipment to rehabilitate and 
modernize domestic industries in order to compete with imported 
goods which feature lower prices and higher quality. 


PRINCIPAL IMPORTS OF THE PHILIPPINES, FIRST SEMESTER 1987 
(FOB value in million dollars) 


January - June Increase (Decrease) 
1986 (87/86) In Percent 


CAPITAL GOODS 
NonElec Machinery 217 
Elec Mac & Apparatus 206 
Transport Equipment 59 
Other 36 


RAW MAT & INTERMED GOODS 1,499 
M/A for Mftr Elec Eqpmt a/ 364 
Chem Elements & Compounds 416 
Embroideries a/ 151 
Tex Yarn, Fabric & M-U Art 112 
Iron & Steel 127 
Wheat 37 
Other 292 


MINERAL FUELS & LUBRICANTS 556 
Petroleum Crude 452 
Other 104 


CONSUMER GOODS 242 
OTHER TRANSACTIONS 118 


TOTAL, ALL IMPORTS 


a/ Mostly consignment imports. 
Source: Foreign Trade Statistics of the Philippines 
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IMPLICATIONS FOR THE UNITED STATES 


Foreign investments in the Philippines are expected to increase with 
the approval of the Omnibus Investments Code of 1987. The new code 
offers many fiscal and non-fiscal incentives to both foreign and 
local investors. The code is competitive with those of other ASEAN 
nations. The government is counting on the new code to encourage 
capital inflows needed to sustain the economic growth achieved 
through the first half of 1987, and boost productive capacity to 
propel the country’s export oriented policy. 


New U.S. investments in the Philippines in the first 6 months of 
1987 increased 48 percent over the comparable period in 1986. 
Country comparative advantages such as labor, natural resources and 
emerging technologies offer attractive U.S. investment opportunities 
in data processing, agri-business, aquaculture, and light industrial 
manufacturing. 


Imports from the United States increased 16.4 percent in the first 
half of 1987 over the first half of 1986. Major imports from the 
United States continue to include capital equipment, chemicals, 
manufactured products and foods. Expanding export marketing 
opportunities also exist for U.S. firms in the following sectors: 
telecommunications equipment, computers (micros and minis) and 
related equipment, safety and security equipment, construction, as 
well as food processing and packaging equipment. 


TRADE PROMOTION EVENTS: 


December, 1987 Telecommunications Eq., SM 

February, 1988 Engineering Construction Services, TM 
March, 1988 PCS °88, TFO 

June, 1988 Educational Training Aids, RC 


T™ Trade Mission 

SM Seminar Mission 

TFO Trade Fair Overseas 
RC Regular Catalog Show 


INVESTMENT CLIMATE: Prospective U.S. investors can take advantage 
of the existing programs and incentives now offered under the 
Omnibus Investment Code of 1987. The Philippine Department of Trade 
and Industry, Board of Investments (BOI) provides the assistance and 
services of its "one-stop-shop" now operational and capable of 
processing investment applications in 10-20 days. 


Potential investors are urged to contact their local Commerce 
Department District Office for guidance on investing in the 
Philippines. 








